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Fried: Executive Controls

Managements of companies too large for personal
control and too small for employment specialized
staffs must rely on control systems. This article out
lines
essence
such —

EXECUTIVE CONTROLS
by Louis Fried
Bourns, Inc.

responsible for
an unlimited amount to spend, he
performance of a medium-size
must rely on control systems.
firm is faced with a dilemma con
cerning control of the firm’s overall
Defining control
performance.
large organization
generally can afford to retain spe
Prior to any top management de
cialists to provide staff assistance
cision to implement control systems,
in the control function. The small
there should occur a process of de
firm, on the other hand, is con
fining the nature of “control.” Un
trolled by personal contact on the
fortunately, as a general rule, man
agers have only a vague notion of
part of the chief executive.
The president of the medium-size
what the term means and do not
firm is unable to use either of the
specify precisely what type of con
trols they desire. As a result, the top
above methods. He must also ob
serve the obvious basic rule that,
manager is often confronted with
“The cost of control must not
reports that do not answer his
ceed the cost of that which would
needs.
be lost by not controlling.”
There has been some tendency to
Unable to maintain personal con
blame this situation on the usual
tact and lacking staff assistance or
scapegoat of “poor communica
he executive

T
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tions.” The blame is misplaced . . .
the problem originates in the failure
of the manager to define the param
eters of his requirements.
It is not surprising, however, that
the manager avoids this task of
definition, when there are so many
different views of the nature of
“control.” Some idea as to this
variety of concepts may be gath
ered from a few samples.
Raymond Villers’ description of
the control function is:1
It (control) is an objective
method of effective manage
ment that is essentially based
upon the determination of a
1 R. Villers, Dynamic Management in In
dustry, Prentice-Hall, Inc., Englewood

Cliffs, N. J., 1960, p. 368.
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The process of control is not planning, comparison, data collection, or de
termination of responsibility; these are merely contributory functions. The pro
cess of overall control is an essential part of the function of the top manager.

standard of performance . . .;
the recording of actual per
formance . . .; the computation
and eventual analysis
the
variance . . .; and the proper
managerial action.
A similar definition is given by
George T. Trundle, Jr.,2 when he
states that control consists of:
1. Defining the objective, or . . .
setting the standard.
2. Comparing actual perfor
mance with the standard set.
as:
3. Analyzing the difference, or
determining the cause for
the variances.
4. Applying corrective action.
A shorter definition of control is
given by Rose and Farr3 who state:

2 G. T. Trundle, Jr. (ed. Managerial
Control of Business, John Wiley and Sons,
Inc., New York, 1948, p. 9.
3 T. G. Rose and D. E. Farr,
Management Control, McGraw-Hill Book
Company, New York, 1957, pp. XI and
33.

. .. control may be defined
Recognizing, predicting, and
influencing trends of important
phases of the business so that
a preconceived goal may be
met.
and,
. .. three stages normally occur
—planning, watching, and ac
tion.
Finally, the Committee on Audit
ing Procedure of the AICPA4 de
fines control (although, admittedly,
it was only dealing with what is
commonly called internal control)
as a system that would include
characteristics such
A plan of organization which
provides appropriate segrega
tion of functional responsibil
ities,
A system of authorization and
4 Committee on Auditing Procedure, In
ternal Control, American Institute of Ac
countants (now AICPA), New York,
1949, p. 6.
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record procedures adequate to
provide reasonable accounting
control over assets, liabilities,
revenues, and expenses,
Sound practices to be followed
in performance of duties and
functions of each of the de
partments in the organization,
and
A degree of quality of person
nel commensurate with respon
sibilities.
All these definitions have some
characteristics in common; how
ever, each, in itself, does not quite
provide a complete working defini
tion of the nature of control. These
definitions lack certain specific
terms that should be included in a
valid definition of control. The
practical application of manage
ment control badly needs a more
specific statement of its nature. This
article will use the following as a
working definition:
Control is a process of apply
ing management directive action
Management Services 2

to the functions of an enterprise
based on judgments arising from
the evaluation of data provided
by a system of comparing actual
performance to previously con

ceived goals through some com
patible and standardized unit of
measurement.

Process of control
The process of control, in this
definition, is not planning, compar
ison, accounting data collection, or
determination of responsibility . . .
these are contributory functions.
The process of overall control is
an essential part of the function of
the top manager. Responsibility for
this function cannot be transferred,
nor can the authority governing
overall control be delegated with
out a major loss to the compre
hensive authority of the top man
ager.
Implied in the above definition
are two viewpoints of the process
. .. the viewpoint of the enterprise
acting in conformity with policy
and directives promulgated by top
management and the viewpoint of
the manager in considering control
as an integral part of his function.
The interaction of these two view
points may be observed in the
cybernetic nature of the functions
resulting in the application of the
control process. The enterprise com
ponent groups create the actual
performance data and contribute to
the establishing of goals. These
groups report to the manager their
performance and any variance from
the goals (negative feedback The
manager, acting as a focal point, as
similates the reports and, with cog
nizance of parameters established
by the nature and condition of the
enterprise, establishes such new
goals as may be necessary or ap
plies such corrective action as he
thinks is required.
The cycle is one of “action and
reaction,” and since the control pro
cess itself is applied on the basis
of contributory functions, the end
effect of the control process can
be no more valid than the results
of the contributory functions.
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With
in mind,
some exam
Fried:this
Executive
Controls
ination these functions will aid in
understanding the eventual applica
tion of control.

Contributory functions
There are five major functions
contributing to the effectiveness of
the control process. They are as
follows:
1. Planning, including setting
standards and goals, and budget
ing;
2. Tracking of actual perfor
mance, including most account
ing functions:
3. Comparison of standards with
actual performance;
4. Reporting of variances;
5. Implementation of corrective
action.
Various problems exist in each of
these areas, and no panacea is avail
able since the solutions are all de
pendent upon the particular man
agement orientation in an indi
vidual
and the nature of the
enterprise. The only common factor
present is in the fact that most
organizations must face similar
problems in similar areas at some
time and that management must
provide a solution to these prob
lems before it can exercise effective
control.
Planning: Essentially, planning
takes two forms which might be
designated as “a priori” and “a
posteriori.” A priori planning is that
planning done in anticipation of
future actions of the firm, without
an historical background of data
for guidance in establishing a
model. One example might be the
that intends to produce a new
product which no other
has
LOUIS FRIED is director
of management informa
tion systems at Bourns,
Inc., in Riverside, Cali
fornia, and is an instruc
tor at the University of
California. In the past he
was supervisor of fi
nance systems at Litton
Systems, Inc. Mr. Fried
received his B.A. degree
public administra
tion from California State College and his M.S.
degree
management theory from San
Fernando State College.

previously produced; it must plan
for this production and for market
ing the product with no basis for
comparison with actual perfor
mance.
posteriori planning is that
which takes place in response to the
evaluation of actual performance
data.
The primary problem arising in
this area concerns the validity of
planning and setting standards on
either basis. In the case of a
posteriori planning, management
may feel that the performance data
is not accurate enough for planning
purposes (and this may well be
true). In such a situation, is it valid
to resort to the a priori approach?
Recognizing that planning based
on a poorly prepared performance
report may be invalid to the extent
of the report’s inadequacies, can a
manager afford to ignore the actual
performance records completely?
In practice this is often done.
Even when faced with the problem
of invalid performance reporting
and evaluation, the manager must
still make a decision.
Whether the resulting plans and
goals are realistic will be judged by
the success of the enterprise at
some future date.
Prior to the planning step there
exists a top management task that
is often ignored in small or medium
size firms. This is the job of estab
lishing goals for the firm. The goals
of a firm are generally more am
bitious than merely making money
for the stockholders. The Honda
company in Japan was built on the
goal of manufacturing the best
motorcycle in the world. Goals of
other companies include the contri
butions that they can make to the
communities in which they are lo
cated or the advancement of re
search. Goals can also include the
maintenance of a specific share of
the market or concentration on a
narrow line of related products
(such as the highly successful ap
proach of American Motors).
Plans can only be successfully
established and used for control
when they reflect the true goals of
the firm. In the large
a separate
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method (for want of better termin
For example, if an automatic mill
planning group may exist. In the
Management Services: A Magazine of Planning, Systems, and Controls, Vol. 5 [1968], No. 3, Art. 2
ology). The third method takes
has been ordered and delivery takes
medium-size firm planning is done
place before performance, and this
eighteen months then intermediate
by contributions from middle man
is the survey.
range and short-range plans and
agers throughout the organization.
The survey method may be
For this reason, top management
budgets must include the cost of

classed as a part of planning; how
would be well advised to follow
preparation for delivery. Plans must
ever, because of the “data gather
the example
many large com
also consider the manufacturing
ing” nature of this activity, it is here
panies and publish a statement of
schedules that have been based on
discussed with similar functions.
the firm’s goals in unequivocal
the new equipment, the training of
The accounting method refers
terms.
personnel,
If the business
the
accumulation of data related to
Another prime requisite for the
volume undergoes a temporary de
money
amounts. All firms use the
cline prior to delivery
the equip
use of plans in the control process
accounting method, even if only to
is the concept of consistency
ment, should that delivery be de
manage a checkbook or substantiate
planning overtime. This is not
layed or cancelled?
a tax return. With the larger enter
say that a firm should sacrifice the
An evaluation of costs already
prise this function may become ex
flexibility needed to meet unex
committed may indicate that the
ceedingly complex.
pected environmental changes. The
cost of changing plans may be far
One large aerospace firm uses a
concept does require reducing the
greater than the cost of accepting
cost system that collects cost to
number of unexpected changes by
delivery on schedule.
fifteen different levels involving
improving the depth and lengthen
Tracking of Actual Performance:
forty-nine digits
coding; in ad
ing the range of planning.
There are basically three methods
dition, overhead cost is collected to
Many medium-size firms plan on
used to evaluate performance. Two
only a short-range basis, some for
five levels involving seventeen
of these take place concurrently
as short a period as six months. This
digits of coding. Obviously, if any
with or slightly after the perfor
is obviously inadequate in a world
single digit is transposed or incor
mance itself. These two are the ac
where the lead time for product de
rectly coded, the cost being colcounting method and the statistical
velopment may be three or four
years or where scarce equipment
may take as long as two years to be
delivered.
In order to aid in the continued
growth of the firm in this type
environment, planning should gen
erally take place at three levels
range and depth:
1. Long-range planning for five
to ten years or more in the future
should be done at a level near
that of the statement of goals.
2. Intermediate-range planning
should establish concrete objec
tives in terms of share of the
market, technological advance,
etc., for each year of the next
three years into the future.
3. Short-range plans should de
fine specific objectives in terms
of return on investment, head
count, progress checkpoints, and
even PERT events during the
next year.
Control is based on monitoring
progress against each of the above
levels of planning. Control is not
meaningful unless plans are estab
lished and remain consistent for
long enough to suit the environ
Planning should take place at three levels of
mental context in which they were
range and depth—planning for the long range,
the intermediate range, and the short range.
generated.
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Statistical data may be derived from an accounting system or
may be collected by other means, such as time and motion study
maintenance of
on vendor or product reliability.

lected is not properly allocated.
Quite often, the increasing com
plexity of such a system is the re
sult
an attempt to provide more

accurate and more finely differenti
ated cost collection reporting. Al
most as often, this complexity re
sults in decreased accuracy and
reliability, as well as requiring
considerably more manpower for
the operation of the accounting
system.
In addition, the control data pro
vided to management on the basis
of the accounting system are, in
many instances, not suitable for the
managers’ use. For example, a com
plex accounting system designed to
solve the financial control problems
of an enterprise may collect cost
on an incremental basis. For the
purpose of billing customers and
maintaining ledgers consistent with
good accounting practice, this sys
tem works well.
On the other hand, the produc
tion manager cannot report to top
management any reasonably reli
able unit cost for the product. The
manufacturing or production man
ager needs an indentured cost col
lection system ... a system related
directly to the product.
The contracts manager finds him
self in the same position. He cannot
support top management with
Published
by-JeGrove,
1968
May
une, 1968

proper bidding data without know
ing product item cost.
Unfortunately, many instances,
it seems as though control-related
mechanisms are tailored around the
accounting methods, instead
being a part of the accounting sys
tem.
Statistical reports may be derived
as a by-product
a cost collection
system or may be independently
produced through analysis of data
collected by other means.
An example of statistical data de
rived from an accounting system is
man-hour reporting in various in
crements or collected by work
centers. This type of data collection
is dependent on the validity of the
cost collection coding.
Statistical data collected by other
means can be illustrated by ex
amples such as time and motion
study, maintaining records on prod
uct rejection, maintaining records
on vendor reliability, etc. These
types of data collection are usually
not attempted on so complex a scale
as the accounting methods and
suffer less from the ills inherent in
complexity.
If, however, a sampling tech
nique is applied, the statistical ap
proach is subject to the possibility
of a bad random sample.
The survey before performance

is usually a statistical method and
relies most often on the sampling
technique. It would seem obvious
that the same degree of reliance
cannot be placed on a survey as can
be placed on even the poorest sys
tem of collection of actual perfor
mance data. However, top manage
ment has many times been so well
“sold” on the reliability of survey
reports as to place equivalent faith
in both.
Planning based on unreliable
data can often be more wrong
than an educated guess. In some
cases, being “just a little” unreliable
can be compared to the problem of
the young single lady who is “just
a little” pregnant.
Comparison of Standards with
Actual Performance and Reporting:
The comparison of standards with
actual performance results in the
calculation of variances to the
standards. It is essential that the
variances resulting from this pro
cess be meaningful to manage
ment. It is not usually meaningful
to report to the top manager the
variance of a lathe operator from
standard in the production of a
single part. It usually is meaningful
to report that the entire production
schedule is ahead, even with, or
behind.
The variances reported to top
215
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While there is some resistance to change in all organizations, the resistance be
comes more difficult to overcome in direct ratio to the number of organizational
levels separating the originator of the order from those who must execute it.

management should be accom
panied by suitable explanations. To
report without explanations may
force the manager to waste time
of the
finding out through channels
reasons for variances. The compar
ison of standards and “actuals” may
be a time-consuming task; however,
this function has been assumed by
data processing equipment in many
firms, usually reducing the time
considerably.
Implementation of Corrective Ac
tion: As is evident from the fore
going paragraphs, the data upon
which judgment is based may vary
tremendously in both quality and
quantity.
There is still another extremely
important variable factor . . . that is,
time. The effectiveness of manage
ment is based on the receipt of in
formation in time to use it to per
form the control function.
Information that arrives too late
may no longer be usable. A report
of variances that might show the
manager that the enterprise was
losing money would be of little
value if it arrived after the sheriff.
Late information (that may not
be quite so late as in the above
example) may arrive at the man
ager’s desk at a point in time when
the problem no longer exists. If,
for example, a manager is provided
with a monthly progress report
from a research and development
department and the report is de

livered two weeks after the end
of the month, a decision based on
this report may be obsolete by the
time the report is delivered.
Assuming that reliable informa
tion is delivered in time to top
management and that a decision is
made as to the necessary corrective
action, it remains for the corrective
action to be taken.
The implementation of corrective
action is dependent upon the nature
of the organization structure, the
quality of management in the or
ganization, and the willingness of
the affected organization members
to apply the action that is desig
nated.
In a “deep” organization struc
ture, the number of links in the
chain of command may slow or
even stall the transmission of top
management orders. If, in addition,
there exist situations of overlapping
authorities and/or responsibilities
within the organization, the imple
mentation may never take place.
Conflicts of authority or the op
posite, power (authority) vacuums,
may interfere with the transmission
of management orders.
Orders that are not clearly de
fined are subject to misunderstand
ing
in some instances, to will
ful misapplication. The supervisory
element charged with carrying out
the order may deliberately find all
possible “loopholes.”
Large organizations are particu

22
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larly subject to the problem
inertia. While there is some resist
ance to change in all organizations,
the resistance becomes more diffi
cult to overcome in a direct ratio to
the number of levels in the or
ganization separating the originator
of the order from the personnel
who will ultimately be required
to perform the task.
Physical factors may interfere
with implementation of manage
ment directives.
The old bromide, “Out of sight,
out of mind,” may make sense to
the branch manager who feels that
what the central office doesn’t know
won’t hurt it ... or him.
The vehicle for transmission of
orders presents problems. The dy
namic executive who uses the tele
phone to communicate his direc
tives runs the risk of having them
garbled, mishandled, or forgotten
in a short time.
Most firms make a practice of is
suing orders in writing. The policy
manual or the standard practice
manual is a common medium.
Standard practices are usually dis
tributed to the lowest affected level
of supervision and posted on bulle
tin boards when necessary to inform
all employees.

Overall performance
Controls of overall performance
are generally expressed in financial
Management Services
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terms. Koontz and O’Donnell5 re
late this method
control to the
profit (and return on investment)
motive in the business environment.
Several techniques related to the
financial method include the fol
lowing:
Budget Comparison
Profit and Loss Control
Return on Investment Measure
ment
Internal Auditing
The Centralized Control Unit,
and
The Enterprise Self-Audit
The use of these techniques is by
no means on a mutually exclusive
basis. Many firms use three or more
of the above methods simul
taneously.
Budget Comparisons: The compi
lation
a budget summary may
be viewed as a process defining the
plans of the entire company in fi
nancial terms. This summary in
cludes projected figures and rela
tionships for and among sales
volume, production costs, overhead,
profits, utilization of capital, and
return on investment. The
budget, after management ap
proval, becomes the “pattern” or
standard for the budget period.
To call the budget itself a “con
trol” would be to use the word in
the experimental science sense, as
in “a control group,” meaning a
standard against which to compare.
This is true in some degree.
The budget provides such a
standard and, in addition, is an in
valuable aid to formalizing manage
ment planning. The real value of
the budget becomes apparent when
it is compared to actual events. If
the data relating to actual expend
itures are collected in a proper
manner, and are transmitted fast
enough to the budgeting group and
if reports showing the comparison
between the budget and actual
amounts spent and earned are gen
erated with the proper frequency
and timing, then management is
provided with a superlative means
5 Harold Koontz and Cyril O’Donnell,
Control of Over-all Performance” in
Principles of Management, McGraw-Hill
Book Company, New York, 1959.
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Staying within the budget regardless of circum
stances can be extremely damaging to the firm.

of detecting the variance when re
sults fall short
intentions.
Explanation of these variances
may suggest to management areas
of trouble in the actual operation,
in the budget itself, or in external
events.

In any event, the reporting of
these variances on a timely basis
allows management to react quickly
to the problems involved. Half the
solution to any problem is in recog
nizing the problem in time to do
something about it.
Blind conformity to the budget
can, however, be extremely dam
aging to the firm. By staying within
the budget regardless of circum
stances, a manager may hide a
critical problem from management
until it could cost much more to re
cover than was originally saved.
Profit and Loss Control: The
profit and loss statement of a firm
serves as an important “after the
fact” control tool. Like the budget
comparison, it demonstrates the
performance of a business unit in
contrast to a standard. However, in
this case the standard is the more
rigid one of survival in business
terms.
The use of this technique is more
or less restricted to overall busi
nesses or segments of a business
capable of showing individual profit
or loss. The attempt to isolate the
profit or loss of a single department

contributing only a portion of the
effort toward the completion of a
final product usually requires more
effort than the resultant reporting
is worth.
In major segments of an enter
prise, however, this technique ap
plies the most pragmatic of all
tests, profit.
One great drawback to this
method is the fact that profit and
loss statements are usually drawn
up annually. With the concept of
division management autonomy im
plicit in this means of reporting,
gross errors or difficulties in man
agement may go undiscovered for
relatively long periods of time.
Return on Investment Control:
This method uses as a measurement
management effectiveness a rate
derived by multiplying the earnings
as a per cent of sales by the rate of
capital turnover. This method rec
ognizes the differences between the
types of business in which different
divisions are engaged.
By providing an objective yard
stick in the efficiency
the use of
capital, this method is a valuable
projection above the simple profit
and loss reporting technique. If the
technique is applied by showing all
the factors bearing upon the return
on investment, it may help to indi
cate faults or weaknesses in the
management of the business.
Two major weaknesses in this
237
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Is real control actually possible? Is the executive deluding himself

method are the problem of ascer
taining what is a reasonable return
and the problem of frequency
reporting, as in the profit and loss
technique.

Overall Control Through In
ternal Auditing: In the broadest ap
plication, where it has the most
value, internal auditing provides a
timely check on the actual operat
ing practices of a business. The in
ternal audit group generally best
serves
purpose of comparing
actual practice to company stand
ards and regulations when report
ing to a level not responsible to the
management
the group being
audited. This allows the auditor to
maintain an objective attitude to
ward the subject under examina
tion.
While ideally the internal audi
tors would examine all phases
a company’s activity, in practice the
group sometimes may only be used
to audit financial practices and
policies.
The reporting resulting from the
application of this technique has
the advantage of being a fast means
of feedback to management. On the
other hand, it suffers from manage
ment reluctance to grant funds for
“overhead” functions, from middle
management antagonism and eva
and from the effects of man
agement directives issued in total
disregard of auditing recommenda
tions. In addition, much of the end
effect
the reports and recom
mendations is dependent upon the
quality of personnel doing the
auditing and the manner of presen
tation of the results of the audit.
The Centralized Control Unit:
The centralized control unit is the
result of gathering all the manage
rial control activities into one group
reporting to a member of top man
agement. This level of management
may be the president of the or
ganization, the general manager, or
a director of administration or the

holder of some similar office report
ing to the general management
level.
In some ways this group acts
much like an internal auditing
group, except not at so detailed a
level. In addition, the control unit
centralizes information, reviews or
ganization structure and policies,
establishes standards and develops
programs, furnishes a troubleshoot
ing and fire-fighting squad, and acts
as a medium for directing informa
tion and recommendations to the
chief executive.
In some situations this unit may

24
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also act in a line capacity for the
chief
the organization, although
this is not considered to be the best
application for the group.
Control units may be formed for
use at lower levels, but they should
always report to the highest level
the activity which they are intended
to control.
Ideally, the control unit should
act only in a staff capacity since
operation in a line capacity (with
the implication of authority result
ing from the level to which it
reports) may result in duplication
and confusion of orders to lower

The centralized control unit is the result of
gathering all the managerial control activities
into one group reporting to top management.

Management Services 8
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. . . believing that his reaction to a variance report is “control’?
levels. In the medium-size firm this
technique is usually too expensive
to be practical.
The Enterprise Self Audit: The
management self-audit is a period
ically repeated study in depth of
the company and
position rela
tive to the industry, the market, and
its own plans and performance by
its own management.
This technique has
its favor
the fact that the men most familiar
with the company are reviewing its
activities. Disadvantages are, how
ever, present and may outweigh any
advantages gained.
It is generally recommended that
this appraisal be conducted every
three to five years. On this basis, it
is hard to recognize this technique
as being in the class of control
mechanisms. A faulty series of man
agement decisions could put the
out of business
that length
of time. The study would then be
classified as a “post mortem.”
Secondly, while the officers and
managers of a
may know all
the inner workings of the business,
they are usually involved in the
internal policies of the company
and are rarely in a position to give
a completely objective appraisal

their own managerial performance.
In a profitable business situation,
however, this technique may have
the advantage, if conducted in a
seminar fashion at some exclusive
mountain hideaway, of giving com
pany management a well earned
vacation. This advantage, although
it may seem peripheral, is not to be
underestimated.

Is real control possible?
From observation of the prob
lems previously mentioned, and
from knowledge of many more that
exist
various forms, it becomes
logical to ask whether or not real
control is actually possible. Is the
executive deluding himself into be
lieving that his reaction to a vari
ance report is “control”?
Can a manager feel that he has
control of his organization when the
immediate needs of making de
cisions and ordering corrective ac
tion take on the aspects of “fire
fighting”? Or, conversely, can he
feel that he has control of the or
ganization’s activities when his sub
ordinates take care of all the prob
lems so as not to disturb the “old
man”?

Admittedly, these are extremes.
The ideal situation exists when a
top manager receives only that in
formation relating to problems that
must be solved at his level, and no
more or less. Quite often, however,
what is reported to him is that
which his subordinates assume he
should see. If the manager requests
more information, he is likely to be
flooded with more detail than he
can possibly handle.
It becomes obvious that the man
ager’s first task relating to the area
of control is to define exactly what
he wants to see, when, and how.
Secondly, he must review and ap
prove the systems designed to pro
vide the information that he has
requested. This is not to say that
the top executive should be ap
prised of every detail in the ac
counting system, but the approval
of concept and expected results is
his responsibility.
Thirdly, the manager must assure
himself
dependable means of
implementing his orders. This in
volves appraisal of the organization
structure, the media of communica
tion, and the personnel within the
organization.
It is implicit in the nature

A management self-audit conducted every three to five years is hardly to be class
ified as a control mechanism. The company could be out of business in that time.
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overall control that these three
resulting decisions are made by the
states, “When a problem is identi
Management
Services:
Magazine
of Planning,
Systems,
5 [1968],
No. 3,
2
board
of directors
or and
the Controls,
stock Vol.
tasks are the
responsibility
of A
the
fied
only after
it Art.
is history,
‘control’
holders.
top manager and cannot be dele
is absent.”7
The implementation of these de
gated. Once these tasks are accom
Essentially, the element of timing
cisions may result in changes in the
plished and precautions taken to
st be considered during the
firm’s policy or product, changes in
ensure that established systems con
planning stage so as to be part of
management, or changes in the
tinue to function properly, there is
each contributing function. The
board
directors.
a reasonable expectation that
product of the contributing function
 con
trol is possible. The phrase “reason
These controls are possible while
that does not operate on time may
the firm continues to operate. The
able expectation” is used because
not only be worthless but, even
ultimate measurement of the suc
no possible means of dependable
worse, may actually be damaging.
recognition is now available to en
cess of control is, of course, the
For most effective control by top
survival of the firm.
sure against all contingencies.
management, the good-contributing
functions will provide valid infor
mation concerning variances from
Top management responsibility
Summary
plans completed in time to enable
The term responsibility has been
This article has endeavored to
the manager to make suitable eval
applied several times in this article
present a meaningful definition of
uation of this information and
control (as related to overall enter
to the functions of the top manager.
arrive at a decision. Once such a
It is, of course, generally considered
prise performance) and some of the
decision is forthcoming, the con
that the manager of a firm, in the
problems that arise in the imple
tributing function must provide a
case of a corporation, is responsible
mentation and operation of con
mechanism for implementation in
ultimately to the owners.
tributing systems. Lest it be felt
time to remedy the situation.
A good case can be made for the
that the picture presented is all
With these elements provided,
fact that the trend toward diversi
black, it must be stated that there
the process of control may work
fied small-shareholder ownership is
are usually solutions for each prob
effectively to the benefit of the
increasing under the present eco
lem.
without entailing excessive expense.
nomic concepts of the American
The directive action taken to
For the medium-size
then,
business/government relationship
solve these problems is, itself, a
control
overall performance is
and that this trend loosens the hold
part of the control process. The
feasible within the necessary pa
of ownership on management. This
successful solution of these prob
rameters of expense if it is done
is especially true in those cases
lems results in several advantages.
through the application of some of
where members of management use
Ernest R. Breech, board chairman
the above-mentioned techniques as
their shareholdings and their access
of TWA and a director of the Ford
a part of an overall control system.
to corporate records to retain one or
Motor Company, suggests some of
The emphasis of this conclusion
more positions on the board of di
the following advantages:6
must be placed on the word system.
rectors.
1. The requirement that cor
The control system must include
It must be admitted that this con
porate objectives or goals be
all the necessary components (such
dition can and does exist to some
established provides unity
planning, comparison to actual,
extent; however, in most cases, the
of purpose.
etc.) and must be clearly defined to
board is representative of owner
2. Supporting systems set out
avoid time wasted
a result of
ship, and in this position it adds
the projected results of al
ambiguous instructions.
one additional element of overall
ternative decisions.
Controls, of course, are only
3. Supporting systems contain
control.
effective if positive action is taken
In the business environment, the
built-in incentives to good
as a result of the negative feedback
final element of control is success
performance, provide visi
reported. This action can only be
as measured against the rigid stand
bility to those factors affect
taken through a cooperative and
ard of profit and loss. This element
ing profitability, measure
enlightened management group.
of overall control might be termed
the performance of individ
Another control, before the fact,
“Economic Darwinism” . . . the sur
ual components of the enter
must have occurred in the selection
vival
the fittest in the market
prise, and focus manage
of the firm’s management. Although
place.
ment attention on problems
this might be compared to “pick
The standard of this control is the
and profits.
ing your own parents,” when the
profit and dividend picture of the
Once planning is completed, the
opportunity exists then manage
company at the time of each finan
greatest single problem in maintain
ment selection should be applied as
cial report. The reports themselves
ing control is time. As Mr. Breech
a primary means of exercising
indicate the “variances” to the
control.
standard.
6 Ernest R. Breech, The New Role for
The review of variances and the
7 Ibid.
the Financial Man,” THINK, April, 1963.
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